Prepared: American Embassy 
October 20, 1972 MOGADISCIO 
Frequency: Annual 
Supersedes: ET 71-097 
Received in Washington: 

11/1/72 


SOMALI DEMOCRATIC REPUBLIC 


TABLE OF CONTENTS 


KEY ECONOMIC INDICATORS 
SUMMARY 
CURRENT ECONOMIC SITUATION AND TRENDS 


Government Economic Policy 
Government Finances 

Foreign Trade 

Agriculture 

Mineral and Petroleum Resources 
Industry 

Foreign Assistance 

Market for U.S. Products 
Prospects for U.S. Investment 


MAP OF THE SOMALI DEMOCRATIC REPUBLIC 


For sale by the Superintendent of Documents, GPO, Washington, D.C., 20402. Annual Subscription, $15. Foreign Mailing, $6 additional. 
Single copies, 10 cents, available only from Sales & Distribution Branch, U.S. Department of Commerce, Washington, -D.C., 20230. 








1 
Somali Government Budget 
Revenues 
Customs and Excise Duties 
Registration Tax, Stamp 
Tax and other indirect 
taxes 


Direct taxes 


Charges for services 
rendered 


Revenue from gov't 
property 


Miscellaneous 


Additional foreign 
contributions 


TOTAL 


Expenditures 
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Monetary data 

| 2/ 

Money supply 
Demand deposits 
Currency in circulation 


| Savings deposits 


Banking system credit 


to private sector 


to government 


TOTAL 


Foreign reserves 
Gold 
SDRs 
Foreign exchange (net) 
IMF Reserve Position 


TOTAL Foreign 
Reserves 





Dec, 1969 


39.20 
16.52 
19.92 

6.68 
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8.82 
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43.96 
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Volume Value 


Production 
Sugar LY, 333 
Electric power 
Consumer Price 
Index for 


December 


(1966=100) 
Foreign Trade 
Exports: 
Bananas 91,491 
Livestock 59,538 
Meat and 
meat 
preparations 1,104 


Hides and 


Skins 3,644 
Total Exports 209,399 
Total Imports 
Trade Balance 


Exports by country 
of destination 


Saudi Arabia 102,819 
Italy 89,775 
South Yemen 8,748 





ne e 


lil. 


18. 


32. 
52s 
“19. 


18. 


Fe SS Se 


09 


1970 


Volume Value 
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99,659 
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1971 


Volume 
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99,024 
56,674 
4,895 


5,811 
183,053 


69,737 
80,402 
7,119 


Value 


nea. 


108.47 


9.0 
17.3 


2.9 


2.5 
34.7 
63.0 

-28.3 


17.2 
7.8 
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1969 1970 1971 
Volume Value Volume Value Volume _ Value 
Exports by 
country of 
destination, con't 
USSR 35 -02 743 -50 3,035 22 
West Germany 18 -03 85 sao 190 253 
USA 1,200 68 115 222 ok O04 
Imports by country 
of origin 
Italy 53,923 16.1 41,670 13.4 53,663 17.0 
West Germany 11,198 Le 15,176 Yel 32,677 4.7 
USA 15,886 5.6 19,017 3.6 15,886 4.2 
United Kingdom 22,797 4.7 4,175 2.8 2,890 4.1 
USSR 41,277 1.8 71,722 3.0 101,704 41 
Japan 7,092 4.3 5,402 3.4 4, 527 3,3 
Thailand 2,489 ~65 1,065 -16 44,527 4.9 
1/ 


All data with the exception of sugar and electricity production, 
has been taken from published Somali government sources. 
Monetary values are converted to millions of U.S. dollars at 
the rate of 7.1428 Somali Shillings per dollar which was the 
exchange rate until December, 1971. The present exchange rate 


is 6.9252. 
2/ 
Money supply is the sum of currency in circulation, demand 
deposits, and specialized financial institution deposits. 
3/ 


Volume figures are reported in metric tons with the exception 
of electrical production which is reported in millions of 
kilowatt hours. 





L/ 


Figures for sugar and electricity production were obtained 
directly from the Ministry of Planning. 





SUMMARY 


During the past year the Somali government has sought to 
achieve economic development through increased government 
controls and self-help. 


The government has continued to expand its role in the economy. 
It has imposed price controls on important food products and 
rents, and has given the state trading agency exclusive right 
to import many commodities. 


Self-help projects during the past year consisted mainly of 
small construction projects such as dispensaries and class- 


rooms. Exceptions have been the construction of the Juba 


Hotel, which will be the largest in Somalia, and agricultural 
crash programs. 


Somalia continued to receive foreign aid from many sources 
both multi-lateral and bilateral, but for the first time the 


government balanced its current budget and was able to make a 
significant contribution to the financing of its own develop- 
ment programs. 


Somalia will not be a significant market for American products 


until further development has occurred, but some small invest- 


ment opportunities exist, particularly in meat and fish 
processing. 


CURRENT ECONOMIC SITUATION and TRENDS 


Government Economic Policy 


On October 21, 1970, the first anniversary of the revolution, 
General Siad, President of the Supreme Revolutionary Council, 
declared that Somalia would become a socialist state. In 
subsequent pronouncements, he further defined the new system 
as scientific socialism, pragmatic in its application and in 
consonance with Somali traditions and continuing existence of 
a private sector in the economy. General Siad's statements 
have been accompanied by specific assurances to private 
businessmen, farmers, and nomads that the private sector could 
continue, although government controls have been extended 
into many sectors of the economy. According to General Siad, 








only those businesses which do not improve the public welfare 
or which engage in gross business exploitation would be en- 
dangered by the new systen. 


In July, 1972, General Siad declared for the first time that 
Marxism-Leninism was the model for socialism in Somalia. 
During the past year the government has continued to extend 
its direct controls of the economy. The process began in 
May, 1970, when the GSDR nationalized all foreign banks, 

the electric power industry, and a sugar refinery. In 1971, 
the distribution of tobacco, sorghum and maize came under 


direct government control. Direct controls were extended } 
into the fields of transportation, commerce, medicine, and | 
housing in January, 1972. Existing trucking cooperatives 


were abolished and a single national cooperative was establish- 
ed. The state trading agency, ENCE, was given the exclusive 
right to import and distribute many basic commodities. The 
importation and distribution of medicine was taken over by 

an agency responsible to the Ministry of Health. Para-statal 
organizations took responsibility for the distribution of 
petroleum. In August, 1972, the Somali State Insurance Com- 
pany became the only entity authorized to provide insurance 

or reinsurance in Somalia with the exception of the Somali 
Social Insurance Fund which retains responsibility for 
industrial accident, old age, T.B., and unemployment insurance. 


Government Finances 


The new government was able to balance Somalia's current 
budget for the first time in 1971 by restraining government 
expenditure and by increasing taxes on incomes and imports. 
This surplus in the current budget will make it possible for 
Somalia to contribute to its own development budget. 


The money supply increased steadily between December, 1969, 
and December, 1971, but the increase was not reflected in 
the Mogadiscio consumer price index which declined slightly 
during that period. This price index was restrained by a 
reduction of government salaries,increased income taxes, and 
the introduction of a rent control law. 
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Despite the continuing deficit in Somalia's trade balance, 
the country's holdings of foreign reserves have continued to 
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increase. By the end of March, 1972, they had reached $30.0 
million, equivalent to almost seven months of imports. This 
increase is due to the large net inflow of grants and loans, 
the allocation of SDR's, and the devaluation of the Somali 
shilling. 


Foreign Trade 


Official trade figures show a trade deficit of $28.3 million 
for calendar year 1971. This is more than double the 1970 
trade deficit, and resulted primarily from a large increase 
in imports of foodstuffs caused by severe drought conditions. 
Figures for the first quarter of 1972 show a substantial im- 
provement in Somalia's trade position. 


Exports continued to flow mainly to Somalia's traditional 
markets in the Middle East (livestock) and Italy (bananas). 
However, the Soviet Union showed signs of becoming increas- 
ingly important as a market for Somali exports. The USSR 
more than quadrupled its imports from Somalia in 1971 and in 
the first quarter of 1972. Italy is still the principal 
source of Somali imports, but the value of imports from the 
USSR has been increasing rapidly. The sharp increase in 
1971 imports from Thailand consists mainly of rice, and is 
expected to decline sharply in the coming year because of the 
good grain crop now being harvested in Somalia. 


Bananas: The volume of banana exports fell slightly from 1970 
to 1971 as Somalia continued to feel the adverse effects of 
the closure of the Suez Canal. Italy is still the principal 
market for Somali bananas although efforts are being made to 
increase the export of bananas to Saudi Arabia, Iran and 
Kuwait. Japan also represents a potentially significant 
market for Somali bananas. 


The National Banana Board established in August, 1970, con- 
tinues to direct the production and marketing of bananas, and 
is also administering the $8.4 million in aid which Italy 

has agreed to provide during the years 1971-1974 for the 
development of the Somali banana industry. 


Livestock: Livestock is still the most important sector of 
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the Somali economy. An estimated 75% of the Somali people 
are nomadic herders of cattle, camels, sheep and goats. In 
1971, livestock accounted for more than 50% of Somalia's 
exports. Meat, processed meat, and hides and skins accounted 
for an additional 15%. 


The government is continuing its efforts to provide better 
infrastructure and services for the nomads. The UNDP is 
sponsoring projects which will improve the level of veterin- 
ary services and the techniques used to prepare the animals 
and their by-products for marketing. 


The abundant rains which fell throughout Somalia beginning 
in May,1972, ended a three-year drought which had seriously 
affected the herds in many areas. 


Agriculture 


The Somali government is attempting to make the country self- 
sufficient in basic food grains, and to increase the output 
of raw materials for its agro-industries. 


Grain Production: On July 22, 1971, all trading in maize and 
sorghum was nationalized and placed under the direction of 

the Secretary of State for Agriculture acting through the 
Agricultural Development Corporation (ADC). The ADC was given 
the sole authority to trade, store, import and export maize 

and sorghum A list of fixed prices for the principal types 

of grains was published in August, 1971, and fees for their 
transport between points in the Benadir region were also 

fixed. These measures were expected to provide price stabili- 
zation, hard currency savings, and a steady supply of the grains. 


During its first year of operation, the ADC lost money. The 
price list published in August, 1972, reflected this in re- 
duced prices to be paid to the farmers. 


Grain production was set back by the prolonged drought through- 
out the country,but this year's crop is expected to be double 
that of the previous year as a result of the abundant rains 
which fell throughout Somalia in May, June and July, 1972. 


Agricultural Crash Programs: The agricultural crash programs 
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began early in 1970. These are cooperative farms which have 
four main goals: (1) to create jobs, (2) to utilize land 
suitable for farming, (3) to increase output of food, and 
(4) to provide practical agricultural and other types of 
training. It was estimated that approximately 6,000 workers 
would be employed on the 7,475 hectares under cultivation 

in 1972. Four of the crash program farms are located in the 
southern regions and one is in the north. 


The crash programs have been disappointing in terms of pro- 

duction. The difficulties resulted from start-up problems, 

inexperience, and drought. ‘Some of the problems have now 

been reduced or overcome, so the performance of the programs 
is expected to improve in the future. 


Other crops: The Somali government also intends to increase 
the output of rice, wheat, tobacco and cotton. Increased 
rice production will reduce the need for imports. Increased 
production of wheat, tobacco, and cotton will supply the raw 
materials for the flour mill and cigarette factory which are 
now under construction and for the textile factory at Balad 
which is already operating. 


Mineral and Petroleum Resources 


Exploration for both oil and uranium is continuing. Hammar 
Petroleum began drilling in August, 1972, on its concession 

in southern Somalia. The drilling site is located near Lugh, 
a small city on the Juba River near the Ethiopian border. 
Hammar has employed the Parker Drilling Company of Tulsa, Okla- 
homa, to do the drilling. Elf-Somalie, the local subsidiary 
of ELF-ERAP French Petroleum Group, was granted an off-shore 
concession along the north-eastern Indian Ocean coast of 
Somalia. Somiren, a subsidiary of ENI of Italy, is continuing 
its exploration for uranium. Uranium has been found in large 
quantities over wide areas of Somalia, but not in economically 
exploitable concentrations. 


The Soviet Union has agreed to develop Somalia's deposits of 
quartz crystals, and Bulgaria has agreed to develop the 
cassiterite (tin) deposits. The quartz is located between 
Hargeisa and Berbera. The tin deposits are in the area of 
Alula. 








North Korea has agreed to construct a cement factory which 
will make use of the gypsum deposits near Berbera. 


Industry 


Somalia still has no significant industrial sector. Existing 
industries are @oncerned primarily with the processing of 
foodstuffs. There is a meat processing factory at Chisimaio 
which was built by the Soviets and is being operated with 
their assistance and another operated by a private Italian 
company in Mogadiscio. 


Somalia is particularly rich in sea resources. There are large 
quantities of lobster, shrimp, tuna and other fish which have 
not yet been exploited. There is a Soviet-built fish factory 
operating at Las Khoreh. Another fish processing plant, at 
Alula, was built with AID funds and is now operated by an 
Italian firm. The Soviet Union will provide aid to develop 
this industry along the Gulf of Aden coast. The UNDP has 

a project underway now to establish fishing cooperatives 
along the coast of the Indian Ocean. There is a lobster 

and shrimp freezing plant at Chisimaio which has been idle 
since the American parent company, Fearn Foods, ceased 
operation in 1970. 


Somalia's two largest factories are the Giohar sugar factory 
and the Somaltex textile plant. The Giohar sugar factory 
which is currently operating at full capacity, will be ex- 
panded and another sugar factory will be built in the area 
of Chisimaio. The Giohar factory processes sugar cane grown 
in Somalia. 


The Somaltex textile factory still relies on imported cotton 
fiber, but the government is hopeful that the cultivation of 
cotton in Somalia can be expanded to meet all of Somaltex's 
needs. 


Tourism: Somalia's potential for tourism has yet to be 
realized, although periodic attempts at developing the indus- 
try have been made. A National Agency for Tourism was 
established in 1970 to coordinate the development of the 
industry. A national game park has been established near 

the Juba River, but no effort has been made yet to develop 
tourist facilities there. 
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In Mogadiscio, a new restaurant and hotel complex, built 
to esccommodate officials goinz to the October, 1971 summit 
conference of the East and Central African states, was 
opened to the public in November, 1971. Another modern 
hotel, built to replace one destroyed by fire in 1970, is 
due to open in late 1972. 


Somalia, with its hundreds of miles of beautiful beaches, 
excellent climate, and wide variety of wild game animals, 

has considerable potential for developing a tourist industry. 
To date, however, the absence of basic services as well as 
the lack of convenient air connections with other countries 
has prevented the development of tourism. 


Foreign Assistance 


In the past, Somalia's development projects have been funded 
almost entirely from external sources. The present govern- 
ment has stressed the need for Somalia to rely more on its 
own resources and has announced a goal of financing approxi- 
mately 20% of the 1971-73 development program from domestic 
sources. 


During General Siad's visit to Moscow in November, 1971, an 
agreement was signed under which the Soviet Union will pro- 
vide substantial assistance for the development of the Juba 
River region in southern Somalia. The agreement calls for 

the construction of a dam which will provide 5000 kilowatts 

of electric power and irrigation for 8300 hectares. This 
project will provide the nucleus for one of the three 
agricultural-industrial centers which the government is attempt- 
ing to establish. Preliminary surveying work is now under way 
on the Soviet project. The USSR has also provided increased 
aid to Somalia's fisheries industry and will assist in in- 
provement of Somalia's radio broadcasting system. 


The People's Republic of China began work on two important 
projects and may complete a third during 1972. Chinese road 
building teams have begun construction of a 650 mile road 
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which will connect Belet Wen with Burao. This road will be 
the first paved link between the northern and southern popu- 
lation centers in Somalia, and will reduce overland trans- 
port time between the two major centers of economic activity 
by 60%. The Chinese also began work on the cigarette and 
match factory in Mogadiscio and they are expected to finish 
the water supply system for the city of Hargeisa by the end 
of 1972. 


The European Development Fund and the IBRD agreed to finance 
the construction of a new port for Mogadiscio. Construction 
is expected to begin in May, 1973. The port will increase 
the flow of imports into Mogadiscio, and expedite the ship- 
ment of bananas from the plantations on the Shebelli River. 
Its special facilities for handling shipments of livestock 
will also assist the development of that sector. 


Somalia continues to receive assistance from many other 
sources, including the UN, Italy, Libya, West Germany and 
Britain. The last US assistance project, the Mogadiscio 
water system, is scheduled for completion early in 1973. 


Market for US Products 


Given the present state of the Somali economy, the market 

for US products is restricted, but there is a potential for 
growth as the economy develops. At present, many US products 
are highly regarded here, but their prices are usually too 
high to compete with imports from Italy, Britain or Japan. 
Superior quality is not the dominant factor in this market, 
which is conscious of price more than quality. 


Transportation costs and delays in transshipment from the 

US are also significant factors working against the increase 
of US sales in Somalia. There is no direct regularly 
scheduled shipping between Somalia and the US. Many imports 
are assessed from 5 to 30 per cent higher duties than imports 
from EEC countries because of the reverse preferences pro- 
vided in the Yaounde Convention. 


In general, Somalia's distance from the US, its small popu- 
lation, low effective demand for sophisticated products, 
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and strong competition from countries with price or distance 
advantages permit only very limited possibilities for 
American exports. 


Prospects for US Investment 


Despite the proclamation of "scientific socialism", the policy 
of the new revolutionary government remains that of previous 
governments$ to encourage foreign investments from all sources. 
American investors are protected by the Foreign Investment 

Law (Law No. 10, February 18, 1960) which provides both 

rules and guarantees for investments in Somalia, and by 

a bilateral investment guarantee agreement which became 
effective January 8, 198. 
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